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HE success of Congressional economizers in reducing appropriations proposed ra fi 1958 
has focused new attention on more than 900 tax reduction bills introduced in the current 


session. Excessive enthusiasm for badly needed tax reduction may be premature, however, since 


the various major tax cut proposals involve 
amounts ranging up to six billion dollars. No 
such reduction in fiscal 1958 expenditures is 
yet in sight. 

Despite the comments of various Congressional and 
private spokesmen about immediate tax reduction, the 


plain fact is that tax reduction this year or next year 
depends primarily on the success of Congress in re- 


Excise taxes were not significantly reduced after 
World War II, and were raised to new highs during 
the Korean War. The 1954 reduction of various ex- 
cise tax rates still left the overall burden of excises 
above the 1948 level. The new and increased highway 
user taxes imposed in 1956 approximately offset the 
reduction in other excise taxes in 1954. 


ducing Federal expenditures 
substantially. d 


Notwithstanding the tax re- 
ductions of 1954, Federal tax 
rates are only slightly below 
the peak levels of World War 
II. The first bracket rate of the 
individual income tax is now 
20 percent as compared with 
16.6 percent in 1948 and 23 
percent in 1945 (exemptions 
were slightly lower in 1945). 


The corporation income 
tax rate is now 52 percent (30 
percent normal tax plus 22 
percent surtax) as compared 
with 38 percent in 1948 and 
40 percent in 1945 (not 
counting the excess profits tax 
in 1945). 


This Issue in Brief 


Early tax reduction depends on budget 
cuts not yet made. With the tax burden 
near its all-time peak, Congressional dis- 
cussion of how to reduce taxes is domi- 
nated by bills dealing with individual in- 
come tax reductions. Chief issue: increase 
in exemptions vs. decrease in rates. A ceil- 


ing on top marginal rates is also discussed 
widely. In corporate income taxes, pro- 
posals to help “small business” are numer- 
ous but plans to accomplish this by intro- 
ducing “progressive rates” are strongly 
opposed, Apart from technical changes, 
Congressional action on excises is not 


expected. 





The possibility of tax re- 
duction in 1958 raises the 
question of what form that re- 
duction should take. The kind 
of tax reduction in turn will 
depend in part on how large 
a reduction is possible. If a 
sizable amount is also to be 
provided for debt reduction, 
the surplus necessary for tax 
reduction in 1958 will clearly 
need to be considerably 
greater than the $1.8 billion 
estimated by the President in 
the budget for 1958. 


For example, a 10 percent 
reduction in the individual in- 
come tax would reduce reve- 
nues about $3.7 billion. A 5 
percent reduction in the indi- 
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vidual income tax would amount to about $1.9 billion. 
Actually, such calculations assume no increase in tax- 
able income as a result of the stimulus of a tax reduc- 
tion. In practice, the loss might be smaller. The effects 
of such reductions on individual incomes at various 
levels are shown in Table 1. 


In the case of corporations, cutting the income tax 
from 52 percent to 50 percent would mean a revenue 
reduction cf about $800 million. The excise tax reduc- 
tions which were scheduled for April 1, 1957, but 
which have now been postponed to June 1, 1958, (the 
fourth successive postponement) would mean a reve- 
nue drop of about $900 million. These revenue reduc- 
tions are all estimates for a full year of operation. 


Priority in tax reduction has usually been given to 
cuts in the individual income tax. On the assumption 
that priority will again be given to the individual in- 
come tax, the room for tax reduction would clearly 
have to be substantial before general reductions in the 
corporation income tax and in excises could pru- 
dently take place. 


Whatever the overal! tax reduction “package,” 
there remain the basic questions of what kind of indi- 
vidual income tax cut, what kind of corporation tax 
cut, and what kind of excise tax cut might be made. 
The following sections describe the major character- 
istics of the types of tax cuts now being discussed or 
embodied in bills introduced in this session. 


A. THE INDIVIDUAL INCOME TAX 


In recent years discussion of the different kinds of 
individual income tax reduction has usually centered 
on the relative merits of an increase in exemptions vs. 
a reduction in rates. Combinations of the two have 
been proposed, and there are, of course, many possible 
variations in rate reduction. The major proposals are 
as follows: 


1. An Increase in Exemptions 


Among the bills to increase exemptions are H. R. 
6369, introduced by Representative Pillion (N. Y.) 
and H. R. 6713, introduced by Representative Ikard 
(Tex.), both of which would raise exemptions from 
$600 to $700 per person. Other bills would raise 
exemptions to as much as $1,000. 


The main argument used in support of an increase 
in exemptions is that it would benefit primarily the 
low income groups. The amount of tax reduction 
would vary from $20 per exemption (for any taxpayer 
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who has at least $100 of taxable income) up to $91 
per exemption as a maximum. The tax saving for 
persons at selected income levels is shown in Table 1. 
The percentage reduction in tax would be consider- 
able at low income levels and negligible at the highest 
income levels (Table 2). In fact, the only kind of tax 
cut proposed that would be relatively more favorable 
to low income taxpayers would be a flat $20 tax credit 
per exemption, such as was passed by the House of 
Representatives in 1955 but rejected by the Senate. 
A $20 tax credit would be equivalent to a $100 in- 
crease in exemptions for taxpayers subject only to the 
first bracket rate of 20 percent, but would be less ad- 
vantageous to any taxpayer subject to a higher rate. 


The main argument used against an increase in ex- 
emptions (or a flat tax credit) is that it would remove 
from the tax rolls millions of taxpayers. It is estimated 
that a $100 increase in exemptions would free nearly 
six million taxpayers from paying any Federal income 
tax; a $50 increase in exemptions would free about 
three million taxpayers. In 1954, President Eisen- 
hower strongly opposed this kind of tax cut; he said 
in a telecast on March 15: “When the time comes to 
cut income taxes still more, let’s cut them. But I do 
not believe that the way to do it is to excuse millions 
of Americans from paying any income tax at all.” 


A $100 increase in exemptions would mean an esti- 
mated revenue reduction of about $2.8 billion. A $50 
increase in exemptions would decrease revenues about 
$1% billion. 


2. Splitting the First Bracket 


As an alternative to an increase in exemptions or a 
flat tax credit, it has been proposed that the first 
bracket be divided in two, and a lower rate applied to 
the first $1,000 of taxable income. For example, in- 
stead of the 20 percent rate that now applies on tax- 
able income from 0 to $2,000, a 15 percent rate might 
apply on taxable income from 0 to $1,000, and a 20 
percent rate on taxable income from $1,000 to $2,000. 


This proposal is somewhat similar to, and can be 
regarded as a modification of the proposal to increase 
exemptions. A $100 increase in exemptions would 
provide a tax reduction per exemption ranging up to 
$91, depending on the marginal rate to which the tax- 
payer is subject. Since about three-fourths of all Fed- 
eral income taxpayers are subject only to the first 
bracket rate, the reduction for most taxpayers would 
be $20 per exemption. On the average there are three 
exemptions per return, so that the total reduction per 
tax return would be about $60. Splitting of the first 
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Table 3 


COMBINED NORMAL TAX AND SURTAX RATES 
SELECTED TAXABLE INCOME BRACKETS 


Income Years 1941, 1942, 1944, 1957 


Taxable Percentage- 
Point 


1942 Increase 
1941 to 1942 


a 194 
Over Not Over Rates Rates 
(Thousands) 
$ 0 19% 9 
38 9 


10 
20 55 10 
50 72 11 
85 16 
200 : 88 7-17 


Pe "i 
"Point 


1944 Increase 1957 Decrease in Rates 

Rates 1942 to 1944 ~—s Rates 1944 to 1957 1944 to 1957 
20% 3 
38 3 
56 3 
75 3 
89 3 
91 3 


a Income after deductions and exemptions. Exemptions for above years were as follows: 


Year Married Person 


Source: Treasury Department. 





bracket and applying a 15 percent rate to the first 
$1,000 of taxable income would provide a reduction 
per tax return ranging up to $100. 


A 15 percent rate applied to the first $1,000 of tax- 
able income would involve a revenue reduction of 
approximately $3 billion, slightly more than the re- 
duction from a $100 increase in exemptions. 


3. Reductions in Rates 


Because of their simplicity, a flat percentage reduc- 
tion in taxes and a flat percentage point reduction in 
all rates are among the more discussed forms of tax 
reduction. Proposals have also been made for a sub- 
stantial revision as well as reduction of the rate 
structure. 


(a) A Flat Percentage Reduction 


This tax reduction has the advantage that its effect 
on different taxpayers is clear to all — everyone gets 
the same percentage cut. Arguments raised against it 
by some are that the lower income groups should get 
a relatively larger percentage reduction; others argue 
that the upper brackets, now subject to rates up to 91 
percent, should get a relatively larger cut. 


A flat percentage reduction is also proposed as 
a way of counteracting the sharp rate increases of 
World War II. To a large degree, the Revenue Acts 
of 1942 and 1944 were responsible for the almost 
confiscatory rates in the top brackets. This is illus- 
trated by rate changes on selected taxable income 
brackets as shown in Table 3. 


Credit for 


Single Person Each Dependent 


$400 
350 
500 500 


The 1942 and 1944 rate increases were percentage- 
point increases that were greater in the middle and 
higher brackets than in the lower brackets. By contrast 
the net reduction in rates 1944 to 1957 was a flat 3 
percentage-point reduction which provides larger 
percentage reductions in the lower brackets. Thus the 
scale of rates has become relatively more progressive. 
When tax increases that are progressive or propor- 
tional are followed by tax decreases that are relatively 
greater in the lower brackets, the upper part of the 
rate structure is left at a permanently higher level, and 
the progression in the scale becomes steeper. 


Since the total individual income tax bill for fiscal 
1958 is estimated at $37 billion, a 10 percent reduc- 
tion would mean lower revenues by about $3.7 billion, 
and a 5 percent reduction would mean a revenue cut- 
back of about $1.9 billion (again assuming no in- 
crease in taxable income). 


(b) A 2 Percentage Point Reduction in All Rates 


This cut in rates would reduce revenues by about 
$3 billion. It would provide a 10 percent reduction in 
tax for all taxpayers subject only to the first bracket 
rate. For taxpayers subject to higher rates the percent- 
age reduction in tax would be progressively smaller 
(Table 2, Column 3). 


4. Revision of Rate Structure 


The basic structure of bracket rates has not been 
altered since World War II. The number and width of 
taxable income brackets is the same today as under 
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the Revenue Act of 1942. The top bracket rate is 91 
percent now as compared with 94 percent in 1944 and 
1945. The first bracket rate is now 20 percent as com- 
pared with 23 percent in 1944 and 1945. Apart from 
changes in the exemptions and the introduction of 
income splitting, the present rate structure differs from 
the World War II structure only in that the rates are 
2 percentage points lower in each bracket. 


Among proposals for revision of the rate structure 
are those that would put a ceiling on the marginal 
rates. For example, the Committee on Federal Tax 
Policy in 1954 proposed that “. . . the goal should be 
a new scale starting at the lowest rate consistent with 
reasonable revenue needs and rising to a maximum of 
50 percent.” The Committee proposed a scale ranging 

from 16% to 50%. 


Among the most widely discussed current bills for 
revision of the rate structure is H. R. 6452 introduced 
by Representative Sadlak (Conn.). Under this bill 
there would be five annual reductions in individual 
income tax rates in each bracket (as well as in the 
corporation income tax) which would lower the top 
bracket rate to 42 percent and the first bracket rate to 
15 percent. The first bracket rate would be reduced by 
1 percentage point each year with somewhat larger 
percentage point reductions in higher bracket rates. 
The bill also provides postponement procedures 
whereby the scheduled reductions could be spread 
over aS many as nine years. The income brackets 
woula remain the same as under the present structure. 


The revenue cost in the first year under the Sadlak 
proposal is estimated to be about $2.1 billion. 


In making his combined proposal for tax reduction 
(described below), Senator Byrd (Va.) stated that 
his recommended relief for middle income brackets 
involved a “complex revision in bracket rates which 
is being worked on by the staff [of the Joint Committee 
on Internal Revenue Taxation].” (Congressional 
Record, May 1, 1957, p. 5547). 


5. Combined Proposals for Increased 
Exemptions and Reduced Rates 


Representative Simpson (Pa.) introduced a bill 
(H. R. 6859) to cut income taxes of both individuals 
and corporations. This bill would provide a $50 in- 
crease in exemptions and an overall rate reduction of 
5 percent. (It would also reduce the corporation in- 
come tax rate by 5 percent — from 52 percent to 49.4 
percent.) Simpson stated that the reductions he pro- 
posed for individuals (including a reduction in capital 
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gains tax) would result in about $3.2 billion of sav- 
ings for taxpayers. 


This reduction would be a compromise between the 
two major alternatives in income tax reduction. The 
$50 increase in exemptions would tend to favor the 
low income groups, while the additional 5 percent 
reduction in tax rates would be spread over the whole 
income structure. 


A similar though broader proposal has been put 
forward by Senator Byrd. On the assumption that the 
budget could be cut back to the 1955 level ($64.6 
billion), Senator Byrd proposed $2 billion for debt 
reduction and the following tax changes: a $100 in- 
crease in exemptions to provide relief particularly for 
taxpayers in the lower brackets ($2.8 billion); a $1 
billion cut for “heavily burdened taxpayers” in the 
middle-income brackets; reduction of the high bracket 
rate for individuals from 91 percent to 65 percent 
($225 million). These were coupled with other cuts 
in the corporation income tax and in excises. The total 
savings to taxpayers was estimated at $6.4 billion, and 
the total surplus required to make these steps possible 
would be $8.4 billion, said Byrd. 


6. Individual Income Tax Reductions 

Since World War Il 

The two major tax reductions after World War II 
combined two or more kinds of reduction. The Reve- 
nue Act of 1945 reduced all bracket rates by three 
percentage points (thus in effect repealing the so- 
called “Victory Tax”) and applied an overall 5 per- 
cent reduction to the tax calculated at the lower rates; 
it also made exemptions the same for normal tax and 
surtax purposes ($500 per person). 


The Revenue Act of 1948 raised exemptions to 
$600, introduced income splitting on joint returns, and 
provided percentage cuts in tax as follows: 


17 percent on amounts of tax up to $400. 


12 percent on amount of tax from $400 to 
$100,000. 


9.75 percent on amount of tax in excess of 
$100,000. 


Under the Revenue Act of 1950, taxes were 
increased by wiping out part of the reductions under 
the 1948 Act for the year 1950, and eliminating them 
entirely for the year 1951. But by 1951 the demands 
of the Korean War required a still larger tax increase. 
Under the Revenue Act of 1951, the first bracket rate 
was increased by 11 percent (to 22.2 percent) and 
higher bracket rates were increased by 11.75 percent 
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(with a limitation of the increase to 9 percent of sur- 
tax net income after the tax under previous law). The 
Revenue Acts of 1950 and 1951 together raised the 
tax on most taxpayers by nearly one-third over the tax 
under the Revenue Act of 1948. 


The 1954 reduction in individual income taxes was 
an elimination of the increase enacted in the Revenue 
Act of 1951. This 1954 reduction amounted to 10 
percent for most taxpayers. 


B. THE CORPORATION INCOME TAX 


Under the Tax Rate Extension Act of 1957, the 
scheduled corporation income tax rate reduction from 
52 percent to 47 percent was postponed, for the fourth 
time, to July 1, 1958. The scheduled reduction (which 
is entirely in the normal tax of 30 percent) would in- 
volve a revenue cut-back of $1.4 billion in fiscal 1958, 
and about $2 billion for a full year. A reduction from 
52 percent to 50 percent as recently suggested by 
Senator Byrd, would mean a full year revenue reduc- 
tion of about $800 million. 


1. General Rate Reductions 


A major question is the manner in which the cor- 
poration tax should be reduced, whether primarily in 
the normal tax or in the surtax. Under Representative 
Sadlak’s proposal, the normal tax would be reduced 
successively each year so as to reach 22 percent in 
five years. His plan would leave the surtax rate at 
22 percent for three years and reduce it by one per- 
centage point in the fourth and fifth years. Thus the 
total rate would drop to 42 percent at the end of 
five years. 


2. Tax Relief for Small Corporations 


Apart from an overall reduction in the corporation 
income tax, numerous bills have been introduced in 
the present session of Congress to reduce the tax 
burden on small corporations, generally at the expense 
of large corporations. These proposals fall into two 
main categories: 


(a) Those that would interchange the present nor- 
mal tax and surtax rates: the normal rate on all cor- 
porate net income would be made 22 percent (instead 
of 30 percent) and the surtax rate on net income in 
excess of $25,000 would be made 30 percent or, to 
avoid any revenue loss, 31 percent. Examples of such 
proposals are S. 150 introduced by Senator Fulbright 
(Ark.) and §. 1422 introduced by Senator Barrett 
(Wyo.) and others. 


(b) Those that would introduce a progressive struc- 
ture of corporation income tax rates. The proposals 
for 2 progressive corporation income tax are osten- 
sibly designed in part to give tax relief to the small 
corporations, though some proposals impose a penalty 
on large corporations. The two main proposals for a 
progressive tax are represented by S. 352 introduced 
by Senator Sparkman (Ala.), and H. R. 7 introduced 
by Representative Patman, (Tex.). The first proposes 
a rate structure of 5% on taxable income up to 
$5,000, ranging up to a rate of 55% on income above 
$100,000. The second starts at 22% on income up to 
$100,000 and ranges up to 75%. 


In considering the Tax Rate Extension Act of 1957, 
the Senate Finance Committee rejected amendments 
which would have reduced the corporate tax rate on 
small corporations on the ground that: 


“*.. . the corporate rates offered in the committee do 
not provide the desired result. Most small businesses 
are unincorporated, being partnerships or sole pro- 
prietorships. Only 10 to 15 percent of the total 
number of operating businesses are corporations. 
Your committee sees no justification for tax reduc- 
tion which would benefit only this small corporate 
segment and thus discriminate against the many 
small business firms which are not incorporated.” 


3. General Relief for Small Business 


This rejection of amendments to the tax rate exten- 
sion act, however, did not rule out further considera- 
tion of tax relief for small business later in the session, 
and many bills to provide such relief have been 
introduced. 


In August, 1956, the President’s Cabinet Com- 
mittee on Small Business proposed a number of tax 
changes to aid small business as follows: 


(1) Reduce the tax rate on corporate net income 
up to $25,000 from 30 percent to 20 percent; 


(2) Permit the depreciation formulas allowed on 
new property under the Internal Revenue 
Code of 1954 to be utilized on purchases of 
used property not exceeding $50,000 in any 
one year; 

(3) Give corporations with a small number of 
stockholders the option of being taxed as 
partnerships; 

(4) Give taxpayers the option of paying the estate 
tax over a period of up to 10 years in cases 
where the estate consists largely of investments 
in closely-held business concerns. 


At least 17 identical or nearly identical bills have 
been introduced that would provide broad tax relief 
for small business along the general lines of the recom- 
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mendations of--the Cabinet Committee on Small 
Business. Sore Be 


C. EXCISE TAXES 


Little has been done to revise the emergency char- 
acter of the Federal excise tax system.! The World 
War II rates were not reduced after the war. A bill to 
reduce and revise excise taxes was passed by the 
House in early 1950, but with the outbreak of the 
Korean War reductions had to be postponed and some 
of the excise tax rates were raised to new highs. The 
Excise Tax Reduction Act of 1954 reduced retailers’, 
manufacturers’ and miscellaneous excise tax rates to 
10 percent where they had previously exceeded that 
level. But this act and subsequent acts have postponed 
scheduled reductions in the taxes on alcoholic bever- 
ages, tobacco, motor fuels and motor vehicles. The 
Tax Rate Extension Act of 1957 postponed these re- 
ductions (except the highway user taxes now increased 
and earmarked for the highway trust fund) to July 1, 
1958. Table 4 shows the reductions now scheduled 
for this latter date. 


Numerous bills have been introduced in the present 
session of Congress to reduce or eliminate various ex- 
cise taxes, including those on records, beer, automo- 
biles, transportation, theater admissions. At the time 
the Tax Rate Extension Act of 1957 was being con- 
sidered, the Senate rejected amendments to repeal the 
taxes on transportation of persons and property. 


1 See Federal Excise Taxes, Tax Foundation Project 
Note No. 40. 


Table 4 


FEDERAL EXCISE TAXES SCHEDULED TO BE REDUCED 
ON JULY 1, 1958 
Estimated 


Revenue Effect 
Full Year 


Reduction 
Scheduied 
in Rate 


Item 


(Millions) 
Alcohol Taxes 


Distilled Spirits $10.50 to $9 per gallon 
$9 to $8 per barrel 
Various 

$4 to $3.50 per $1,000 


10 to 7 percent of 
manufacturer’s price 


Cigarettes (small) 
Passenger Cars 


Auto Parts and 
Accessories 


8 to 5 percent of 
manufacturer’s price 
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Although no basic changes in the present excise tax 
system appear likely, the House Committee on Ways 
and Means has approved a bill to make numerous 
technical changes in the excise tax law. It (H. R. 
7125) is the result of hearings and study over a two- 
year period by a subcommittee of the Ways and Means 
Committee. 


This 429-page bill would make extensive changes 
particularly in the administration and collection of 
alcohol and tobacco taxes. }fowever, the bill does not 
significantly affect the overall excise tax burden. 


SUMMARY 


The present heavy tax burden silences virtually all 
argument about the need for reduction of Federal 
taxes. With ‘tax rates at or near their all-time peak, 
public officials and citizens alike have been quick to 
accept initial cuts in appropriations for fiscal 1958 as 
an augury of early tax reduction. The fact remains, 
however, that the present prospective level of Federal 
spending challenges prudent tax cut hopes as unrealis- 
tic. Any substantial tax cut this yeaf or next with a 
balanced budget, depends on how much further prog- 
ress Congress makes in its professed desire to reduce 
Federal spending. 


The 900 tax reduction bills introduced in Congress 
so far this year indicate that an individual income tax 
cut is most popular but there is no agreement on how 
such a cut should be made. On the one hand are pro- 
posals to increase exemptions; on the other, plans to 
reduce rates. There are combinations of the two and, 
in addition, some important bills would revise the en- 
tire rate structure. There is much support for a moder- 
ate ceiling on the top marginal rates. 


With corporate income tax rates at a peak 52 per- 
cent, there has been nevertheless no great drive to 
reduce the rates» Most bills dealing with the corporate 
tax have as one of their listed purposes tQ “help small 
business,” but there is disagreement about just what 
small business is or how this help should be provided. 
A proposal to introduce “progressive rates” has 
aroused strong opposition as being discriminatory and 
punitive. It has been pointed out also that reduced 
rates on smaller corporations would have relatively 
little effect on small business, most of which is in the 
form of partnerships or sole proprietorships. 


Excise tax rates are also very little below record 
highs. Various bills in the present Congress deal with 
individual excises but, apart from technical changes, 
Congress to date does not seem disposed to make any 
reductions. 
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